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Students' Department
Edited by Seymour Walton
(Assisted by H. A. Finney)

AMERICAN INSTITUTE EXAMINATION
NOVEMBER, 1919

In regard to the following attempt to present the correct answers to the
questions asked in the examination held by the American Institute of
Accountants in November, 1919, the reader is cautioned against accepting
the answers as official. They have not been seen by the examiners—still less
endorsed by them.
AUDITING
Answer Any Ten Questions and No More
Question No. 1:
Outline in the case of a balance-sheet audit a programme of instructions
for verification of cash and bank balances.
Answer to Question No. 1:

If a proper system is in vogue, each day’s cash receipts should be de
posited in bank not later than the morning of the next business day, and,
aside from the petty cash, there should be no cash on hand on the morning
when the auditor makes his appearance except the deposit for the previous
day. The items of this deposit should be compared with the cashbook
entries. This will uncover any substitution of cheques for the purpose of
“lapping’’ or carrying bogus cheques to cover a shortage. One of the
u
a ditor’s staff should accompany the concern’s messenger when he makes the
deposit to be sure that it reaches the bank unchanged.
When the petty cash fund is comparatively small a verification of the
balance at the time of the audit is usually sufficient. It would hardly be
worth while to scrutinize all the transactions between the closing date and
the date of the audit. If the balance is large, as in the historical English
case, in which the balance was $4,000, the fund is not petty cash at all, but
is a working fund or office cash, which should be subject to the same rules
of audit as those which apply to the general cash when the receipts are not
all deposited.
If a proper system is not followed, and each day’s receipts are not de
posited intact, the items constituting the cash balance should be very closely
scrutinized. Cheques should be compared with the cashbook entries which
they represent. If there are customers’ cheques in the cash drawer for which
no entries are to be found on the cashbook, it is evidence that the credits for
them have been held out and they are there to take the place of cheques
belonging to the credits of the day, held out in a similar manner the day
^7
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before—in other words, it is evidence of “lapping.” As these cheques do
not belong in the cash until the credits for them appear on the cashbook, the
cash is short to that extent.
The cash should all be in bankable funds and should not contain any
so-called cash items. Due-bills of officers and employees should be taken
out and charged to an account of “salary advances.” This applies to bank
cheques unless they are good and can be deposited at once. It should be noted
especially whether or not any of the due-bills are greater than the salaries
due the signers for the proportionate time elapsed since the last pay day.
The entries between the date of the balance-sheet and that of the audit
should be scrutinized and the additions verified in order that the balance on
hand as it appears on the balance-sheet may be shown to be correct.
With regular clients it is well to arrange to have the cash verified when
possible on the day when the balance-sheet is dated.
The balance in bank should not be accepted as shown by a bank state
ment or passbook in the hands of the cashier. The auditor should obtain an
independent statement direct from the bank, preferably a new statement
balanced to date, as this will give a trustworthy basis for the list of out
standing cheques.
When a person is treasurer of more than one concern, the bank account
of each should be kept in its own name. When an accountant is auditing
one of the concerns, he should also verify the cash balance of the others.
A case is on record in which John Doe was treasurer of two building and
loan associations the fiscal periods of which ended in different months. He
opened a bank account as John Doe, treasurer, and succeeded in making the
same balance represent both associations, until a professional auditor re
quested him to account for both cash balances at the same time.

Question No. 2:
Outline a system of internal check for a wholesale grocery concern doing
a business of $3,000,000 a year, with about 2,000 customers. The system
should co-ordinate with an annual audit by professional accountants.

Answer to Question No. 2:
The general principle to be followed is that no one person shall be in
complete control of any important part of the business, but that the work
of each shall be subject to check by being made to fit in with that of others
or be supervised by others.
Sales invoices should be made in duplicate, so that the invoice which goes
to the customer shall be an exact copy of the one filled in the shipping room.
The duplicate, including the prices, should be approved by the selling depart
ment ; the filling of the order should be certified by those who assemble the
goods and by the packers; and the shipment should be certified by the ship
ping clerk. The extensions should be made by someone in the selling depart
ment and verified by a bookkeeper. Each invoice should be numbered and
account should be made for all numbers. The auditor need make tests only
of a few parcels of consecutive numbers. Not only must the person omitting
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to initial an invoice be held accountable, but also all others who follow him,
as no one should approve an invoice unless it contains all required approvals
preceding his own.
A controlling account must be kept on the general ledger with each of
the customers’ ledgers, if there is more than one. It is not necessary to go
into details in regard to the advantages of this requirement.
Cash receipts should be recorded by more than one person. The best plan
is to have some one in the office of the secretary open the mail, and on a
typewriter make three copies of the remittances received on a separate blank
for each customer’s ledger, giving the name and address, the total of the
account paid, the deductions in appropriate columns for cash discount, freight,
shortage or any other allowance and the net cash. The original will go to
the bookkeeper, who will post direct from the blank, the duplicate together
with the remittances will be given to the treasurer, and the triplicate will be
retained by the secretary. The blanks will be added by each of the three
independently and the totals will be compared. Each of them will file his
copy under his private lock. The treasurer need enter only the totals for the
day in his cashbook, and will submit to the secretary evidence of the deposit
of the funds in bank to be compared with his record. The auditor need only
see that the funds called for by the secretary’s blanks have been accounted
for by the treasurer and by the credit of the total to the controlling account.
Vouchers for payments should be accompanied by invoices from creditors,
properly certified payrolls, etc. They should be checked as to extensions and
additions, and those for purchases should be approved as to price by the
person authorizing the purchase and as to quality and quantity by the persons
receiving the goods. They should finally be approved for payment by an
officer authorized to do so, and payment should be evidenced by the cheque
number of the treasurer.
Question No. 3:
A corporation owns nearly all of a block of land. The remaining portion
is purchased subject to an existing lease. The corporation sets aside out
of surplus an amount believed to be sufficient to extend its plant over the
entire block at the expiration of the lease. What ledger title should be given
to the amount set aside, and how should the amount be set up on the balancesheet ?
Answer to Question No. 3:
It is apparently the intention to say that the actual money is set aside. If
so, it would be charged to “plant extension fund,’’ which would appear as an
asset on the balance-sheet. It would not affect the credit side of the balancesheet at all, unless it were desired to call the attention of stockholders and
others to the fact that the corporation was retaining some of its profits in
the business. In this case the surplus account would be sub-divided to show
as follows:
Surplus
Appropriated for plant extension..................... xx.xx
Free for dividends............................................. xx.xx
Total surplus .............................................
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Question No. 4:
In making “detailed” audits some auditors verify all postings and footings
of general and subsidiary ledgers, even though controlling accounts are kept.
State reasons for and against such procedure.

Answer to Question No. 4:
All postings and footings that affect fixed asset accounts should be
verified. There are relatively few of these, and the work of verifying them
is justified by the danger that the profit and loss results may be affected by
an accidental or intentional inclusion in fixed assets of items that are really
expenses. The only advantage of verifying nominal accounts in detail is
that any posting to a wrong operating account would falsify the detailed
statement of cost and profit, but such errors would usually be discovered by
judicious tests, if they were at all important.
One advantage of a complete verification of postings and footings is that
errors in a trial balance may thus be discovered. However, it is not the
province of an auditor to put books into balance, and if he undertakes to
do it as part of his audit he may find that the bookkeeper will not over
exert himself to discover such errors, but will rely on the auditor to find
them.
The advantage gained by verifying postings and footings of a customer’s
ledger is the chance of discovering possible entries in wrong accounts, which
is something that the auditor should not agree to do. As long as the trial
balance of the subsidiary ledger shows that the total balances agree with the
balance of the controlling account, the auditor may be satisfied that all entries
have been posted to customers, and he may safely leave it to the one who is
overcharged or undercredited to object. If no controlling account is kept, the
auditor can easily build one up for himself.
In general, except where fraud is strongly suspected, there is little use in
employing expensive time in detailed checking when proper tests will com
pletely satisfy the auditor that the accounts are correct.

Question No. 5:
Describe three methods of calculating depreciation and suggest cases in
which each might be feasible or desirable.
Answer to Question No. 5:
1. A fixed per cent on the diminishing value. Usually the best in the
case of assets which call for increasing repairs as the assets gradually wear
out and will have some scrap value when they are finally discarded.
2. Sinking fund method by which the money necessary to replace the
asset will be on hand at the end of its estimated life. This method is seldom
used, but it may be advisable when applied to an entire plant or section of a
plant that will have to be replaced as a unit when worn out.
A modification of the usual sinking fund method may be adopted by con
tributing to the fund each year a fixed per cent of the original cost. The
interest on the fund is credited to reserve for depreciation, reducing the
amount to be charged as depreciation each year to that extent. As the in
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terest contributions to the fund increase, the depreciation charge gradually
diminishes, thus equalizing in some degree the depreciation and repairs
expense.
3. Production method. By this method depreciation is calculated in
proportion to the output of an asset. This method is especially applicable in
the case of an asset that is not in continuous or regular use, such as an expen
sive machine which has special functions which are exercised only when a
certain class of work has to be performed at irregular times.

Question No. 6:
The federal reserve board stipulates that paper to be eligible for re
discount must be supported by a statement of the borrower showing a satis
factory excess of quick assets over current liabilities.
(a) For such purpose what items are
1. Quick assets?
2. Current liabilities ?

(b) A man owns 100% of the stock of each of two corporations. The
business of one corporation is leased to the other, so that the lessee corpora
tion has title to all quick assets. What kind of a statement should be
submitted ?
Answer to Question No. 6:

(a) 1.

Quick assets—
Cash on hand and in bank................................
Notes receivable of customers on hand (not
past due)...............................................
Notes receivable discounted with guaranty..
Accounts receivable, customers’ (not past due)
Notes receivable, customers’, past due (cash
value $--- ).............................................
Accounts receivable, customers’, past due
(cash value $. )...................................

xxx
xxx

xxx
xxx
xxx

xxx
xxxx

Less—
Reserve for bad debts................................ xxx
Reserve for discounts, etc................................ xxx
Inventories—
Raw material.............................................
Goods in process . -...........................................
Uncompleted contracts.....................................
Less payments on account................................
Finished goods..................................................

Other quick assets, described..........................
Total quick assets .............................................
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(a) 2.

Unsecured bills and notes—
Acceptances for merchandise or material pur
chased ................................................
Notes given for merchandise or material....
Notes to bank for money borrowed.................
Notes sold through brokers..............................
Notes given for fixed assets..............................
Notes to stockholders, officers or employees..

Unsecured accounts—
Accounts payable for purchases (not yet due)
Accounts for purchases (past due)...............
Accounts due to stockholders, officers or em
ployees ................................................

xxx
xxx
xxx
xxx
xxx
xxx

xxx
xxx

xxx

xxx

Secured liabilities—
Notes receivable discounted guaranteed.........
Customers’ accounts assigned ........................
Obligations secured by liens on inventories. .
Obligations secured by securities pledged....

xxx
xxx
xxx
xxx

Accrued liabilities (wages, taxes, etc.).........
Other current liabilities (described).............

xxx
xxx

Total current liabilities............................

xxx
xxxx

(b) The statements to be submitted should include a consolidated profit
and loss statement and a consolidated balance-sheet, made up in the ordinary
way, following the classification of accounts prescribed by the federal
reserve board.
Question No. 7:
In auditing the accounts of a corporation for the first time you find that
during prior years the federal income-tax returns (which had not been
audited by the government) were, in your opinion, inaccurate and that a
substantial additional amount of taxes is due to the government. Your client
claims that the returns were correct, having been prepared under the advice
of counsel. You believe that the client is acting in good faith. What, if
anything, would you recommend? What bearing, if any, would the facts
have upon a balance-sheet to be certified by you?

Answer to Question No. 7 :

I should recommend that the matter be referred to the collector of
internal revenue, stating the exact facts, and especially calling attention to
the fact that the returns had been made in good faith and under advice of
counsel. If a representative of the department, after examining the ac
counts, should find that the taxes paid had been insufficient, the corporation
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would be in a much more favorable position than if it had waited until the
department itself discovered the inaccuracies.
In the balance-sheet that I would certify I would include a reserve for
taxes large enough to cover the additional amount that in my opinion it will
be necessary to pay.
Question No. 8:
Describe a proper arrangement of audit working papers:
(a) During the audit;
(b) When ready for filing.

Answer to Question No. 8:

(a) The papers should be so arranged that they can be readily used for
reference. All paper should be of a uniform size. Each sheet should be
devoted to a specific subject, and no other subject should appear on that
sheet. It is better to waste nine-tenths of a sheet than to fill it up with
matter relating to a subject about which the rest of the information is to
be found some distance away.
If there is a regular schedule of instructions in regard to the conduct of
the audit, the papers should be arranged in the order of that schedule. If
not, the order in which the papers are kept is not important, provided that all
the members of the staff use the same arrangement in all audits. The object
to be gained is easy access to any paper to which it is desired to refer. It
is not sufficient that each senior should adopt his own peculiar arrangement,
because others may have to refer to the papers, especially the principal who
is examining the report before signing it.
(b) For permanent filing the best arrangement is probably one that begins
with the final balance-sheet, as contained in the report to the client. The
papers relating to each item would follow in the order of the items on the
balance-sheet, beginning with the first asset and ending with the last lia
bility. Then would come the profit and loss statement and the papers relating
to it in the order of the items on the statement. Each working sheet should
be distinctly headed with the title of the subject under consideration.

Question No. 9:
In the audit of the accounts of an instalment house with 20,000 open
accounts, where weekly payments are due and made in currency, how would
you verify the outstanding balances?

Answer to Question No. 9:

To handle such a large number of accounts it would be necessary to have
numerous ledgers, probably twenty or more. The accounts should be divided
alphabetically among these ledgers, and there should be a controlling account
for each one, either on the general ledger itself or in a subsidiary memo
randum book. Each ledger can be balanced to its controlling account. To
verify the individual accounts it would be sufficient to make numerous tests.
As more than 3,000 payments must be made on the average each day there
must be several cashiers. The best plan would be to station juniors in as
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many cashiers’ cages as possible, who would endorse the customer’s contract
for the cashier and at the same time note the number on a sheet with columns
for the names and numbers of customers who were exactly paid to date,
those who were delinquent and how much, and those who might have paid
in advance, and how much. Comparing these memorandums would give a
sufficient basis for verifying the active accounts. For those badly delinquent
the collection department should have correspondence in which the amount
due is demanded. If there are no letters objecting to the accounts, it is
reasonable to suppose that they are correct. If these tests show that the
accounts examined are correct, it is sufficiently certain that all the rest of
them are.
Question No. 10:
You ascertain that a client owes a substantial amount for assessments
against local benefits. No liability therefor appears on the books. How
would you proceed to determine the amount due? How would you reflect
such amount on the balance-sheet?
Answer to Question No. 10:

There would almost certainly be in the office a statement of the special
assessments showing the total amount and the instalment now due. In any
event, inquiry of the special assessment office of the municipality would dis
close the existence of such assessments and all the particulars in regard to
them.
If the assessments were levied for improvements that are entirely new
the amount due should be charged to real estate. If for the replacement of
similar items it should be charged to real estate expense, unless there is a
reserve to which it could be charged. As the future will be benefited by the
improvements, the expense need not be charged to profit and loss all in one
year, but may be spread over several years. In any event the portion due
and unpaid should be carried as a current liability.
Question No. 11:
On March 15, 1919, you received instructions to audit the accounts of a
large corporation whose fiscal year ended December 31, 1918. The corpora
tion has subscribed for Liberty bonds through various banks, and at Decem
ber 31, 1918, certain subscriptions had been paid in full and delivery of the
bonds accepted, while in other cases part payments only had been made.
Bonds have also been delivered to employees who have subscribed and paid
for them in full. Describe how you would proceed to verify the asset shown
on the balance-sheet at December 31, 1918, representing bonds on hand and
part payments made on subscriptions, so that you can give an unqualified
certificate to your clients as of December 31, 1918.

Answer to Question No. 11:

There would probably be three accounts kept—bonds, representing bonds
on hand; employees, being amount due on bonds subscribed; and bonds sub
scription, representing the liability for bonds subscribed but not delivered.
When an employee made his last payment on his bond, the bond would be
delivered to him and an entry would be made charging bonds subscriptions
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and crediting bonds. Entries of this character between January 1 and
March 15 should be checked with the receipts given for the bonds when
delivered. This will account for some of the bonds that were on hand on
December 31. The others should be on hand and be verified by count on
March 15. The entries of cash to the credit of employees since December 31
should either be checked or fully tested, and, if possible, a number of the
subscription contracts should be called in for comparison with the records.
This cannot always be safely done, as ignorant employees are liable to be
suspicious if asked to show their contracts. In the absence of suspicious
circumstances the auditor may have to be satisfied with the examination of
those contracts only which appear to be in arrears.

Question No. 12:

There is no question with this number on the official papers.
Question No. 13:
In making an audit of a trust estate you find the following amounts
treated as income:
(a) Profit on retirement of $10,000 bonds paid off at par plus 5%.
(b) Dividend of $500 due prior to decedent’s death.
(c) Interest on $10,000 note for half-year to June 30th (testator having
died on March 31st).
(d) Dividend of $1,000 for half-year to June 30th received July 1st.
What criticism, if any, would you advance in regard to these credits?
Answer to Question No. 13:
(a) Any excess of the amount realized above the inventory value of an
asset is an increase in the corpus of the estate and should be credited to
increase in assets and eventually to the corpus or capital. The 5% collected
on the bonds is not income but is an increase in assets.
(b) Dividend declared prior to death of decedent, whether due or not,
is an asset at that time and should have been included in the inventory. It
should now be credited to new assets or direct to the corpus.
(c) The interest accrued on March 31st should have been included in the
inventory. As this was not done, half the interest collected should be credited
to the corpus and half to income.
(d) In this country it is generally considered that dividends are not to
be considered until they are declared. The whole of the dividend would
therefore be credited to income. In England it would be divided between
corpus and income.
Bonus Stock

Editor, Students’ Department:
Sir: If you will give me your opinion on the following I will greatly
appreciate it:
Smith and Jones are going into business, and are to incorporate with an
authorized capital stock of $35,000.00—par value of shares $100.00; $10,000
preferred and $25,000 common.
Smith and Jones subscribe for $10,000 each (total $20,000) of the common
stock and pay cash for it. This leaves unissued or unsubscribed of the com
mon stock $5,000.00.
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They now offer to Brown all the preferred stock at par $10,000, and
issue to him as a donation the balance of the common stock, $5,000.00, with
the understanding that Brown is to pay for his stock in cash at once.
My understanding has always been that stock donated should be stock
that has once been paid up and returned as a gift by some stockholders, or
bought back by the corporation. In the above case this $5,000,000 has not
been purchased, and the stock at present is worth only about $86.00 a share.
In order to carry these entries through the books, it will, as I see it,
be necessary to set up an account “donated stock account” on the debit side
of the ledger. Will you advise me if this can be done legitimately ?
Again, suppose it is done, and in the first year enough profits from opera
tions are made to pay the preferred dividend and wipe out this donated stock
account by charging it against the surplus, provided sanction from the stock
holders and directors is obtained, would the $5,000.00 donated stock then be
legally considered paid in full?
Yours truly,
N. C. L.
You are confusing donated stock with treasury stock. The latter is cor
rectly described by you as stock that has once been sold and has since been
reacquired by the company through gift or purchase. It may be donated by
stockholders to the company; but in the case of the stock given to Brown, it
is donated by the company to the stockholder, which is a very different
proposition.
The proper entry when this stock is given to Brown is:
Bonus to preferred stockholders..........................
Common capital stock...........................................

$5,000.00

$5,000.00

The stock is not paid up and Brown would be liable to creditors for it.
However, if the bonus account is afterward charged off against surplus, it
would act as a payment in full of the common stock issued to Brown. It is
equivalent to making a special dividend to Brown to apply on his stock, and
he would be relieved from liability.
Unissued stock on which nothing has been paid may be issued in this
way as a bonus in most of the states, but when it is it should be offset by
an account called bonus and not discount on stock.
Advance Royalties

Editor, Students’ Department:
Sir : I have a problem on which I would like to have a little assistance.
X invents and gets a patent on a certain article and spends some little time
and money designing, manufacturing and also patenting two special machines
for the production of this certain article and makes an agreement with Y
as follows:
X agrees to furnish Y at his plant two special machines capable of a
certain production per hour, and after delivery, demonstration and acceptance
of said machines Y is to reimburse X for the cost of the machines and pay
an extra $5,000.00 cash. X grants Y the right, liberty and license to make,
use and sell the patented article for three years under X’s patents for a
guaranteed royalty of $5,000.00 per year to X. After three years the con
tract is to be renewed at option of Y for successive periods of two years
each.
The problem which bothers me is this: What is to be done with the
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$5,000.00 cash ? It seems to me that it does not represent anything tangible,
as Y reimburses X for the cost of the machines and thereby is only allowed
to charge equipment account with such cost. Y does not care to show this
amount on his books under patents, good will, etc., but would like if possible
to charge it all at once to profit and loss. If that is not proper, would it be
right to spread this amount over a period of three years, charging a certain
part to every month’s operation?
Yours truly,
Subscriber.

The transaction described really amounts to paying a royalty of $5,000.00
in advance and $5,000.00 a year for three years or more. As there is no
certainty that the contract will be renewed at the end of the third year, it is
better to deal with it as a royalty of $20,000.00 for three years, or thirty-six
months, which is $555.55 a month.
The first $5,000.00 should be charged to “royalties paid in advance.” Each
month royalties should be charged as an operating expense with $555.55.
The offsetting credits would be $138.88 to “royalties paid in advance” and
$416.67 to X. When further payments are made to X, his account will be
charged.
The letter does not say so, but it is probable that the annual payment of
$5,000.00 is a minimum price. If Y’s production calls for more than $5,000.00
royalty in the current year, the figure $416.67 would have to be correspond
ingly increased. Since production cannot be foretold, it does not seem
possible to do anything except to spread the original $5,000.00 evenly over
three years. In any event there is no reason for charging it all off the first
year.
Distribution of Overhead

Editor, Students’ Department:
Sir : May I trouble you to answer the following for me ?
(1) Ours is a manufacturing plant, divided into cabinetmakers’, machine
hands’, finishers’ and carpenters’ departments. In calculating the overhead,
which we usually do at the end of the year (establishing the overhead rates
for the ensuing year), the expenses for the previous year are apportioned
in the proper ratio to the departments, dividing by the total working hours
of each department for the year. This gives us so many cents an hour for a
cabinetmaker’s overhead, so much for a machine-hand’s, and so on. A diffi
culty arises because, if in the following year the number of hours worked has
greatly increased or decreased, the calculated overhead would be so much
more or less than the real overhead cost. In addition, salaries and other
expenses may have increased during the year. As we are keeping the cost
of each job and make a good many of our jobs on a time-and-material-cost
basis, you can readily see how much harm such a system may cause, there
being the danger of either overcharging or undercharging, one being as bad
as the other. We could not very well distribute the overhead expenses
weekly, as the costs on some of the jobs are required almost daily. Besides,
there are many months which may have a heavier burden of expense because
some of the general expenses happen to have been incurred in those months.
Because of these heavier burdens on some of the months the cost of the same
article to the same customer may differ in one month from the cost in another.
What manner of distributing the overhead would you suggest ?
(2) Should expenses, such as repairing a burned-out motor or loss on
trading of a machine or replacing it be added to the overhead cost? If so,
what months should bear the burden?
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(3) Have you any knowledge of a special lumber calculating machine
which would reckon in feet or in inches items like the following:
90 p. &' 6" x 3½" x ⅞
(4) Where shall I look for information in regard to profit-sharing and
bonus plans?
Yours truly,
H. G.
(1) A fixed distribution rate covering the year is preferable because of
giving an even normal cost throughout the year, but when unusual changes
in the rate occur, as has been the case during the abnormal conditions of the
past few years, it is sometimes necessary to change the rate from time to time
to suit the changed circumstances. If an account “manufacturing expense”
is carried and charged with the expense incurred each month, and another
account, “manufacturing expense distributed,” is credited with all expense
distributed on factory orders during the month, the difference between the
two accounts will represent the unabsorbed or overabsorbed expense during
the period. The unabsorbed expense may be distributed over the factory
orders for the month by means of a supplementary rate, but if most of the
orders have already been billed on a cost-plus basis, this would not help as
far as those orders were concerned. The alternative would be to increase
the rate for the succeeding month or months. When it is possible to do so,
an estimated rate might be fixed in advance for the month to cover increasing
expenses or decreasing production. Care must be used in regard to seasonal
fluctuations, as it is possible for a fixed distribution rate to be too high at
some seasons and too low at others, but normal for the year as a whole.
When estimates indicate that such will be the case it is better to use the
fixed rate.

(2) Repairs should be allocated to the month by estimating the total annual
amount and charging operating expense and crediting reserve for repairs with
one-twelfth each month. The actual cost of the repairs would, of course, be
charged to the reserve account. The same thing will apply to depreciation.
Replacements should be charged to depreciation reserve. If a machine is
sold or exchanged for a new one, the cost value of the old machine should
be credited to machinery, and the offsetting debit should be accounts payable
for the amount allowed for it, depreciation reserve for the amount of de
preciation already charged off and surplus for any shortage.

(3) Lumber trade papers would be able to answer as to calculating
machines better than we can.
(4) Bulletin No. 208, Profit Sharing in the United States, issued by the
United States department of labor, bureau of labor statistics, can be obtained
for twenty cents from the superintendent of documents, government printing
office, Washington. It discusses the profit sharing plans in use in this
country and gives a list of books, pamphlets and articles in periodicals dealing
with the subject.
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